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CUTTING OUT WASTE, FRAUD, MISMANAGE-
MENT, OVERLAP, AND DUPLICATION: EX-
PLORING IDEAS FOR IMPROVING FEDERAL
ORGANIZATION, MANAGEMENT AND SPEND-
ING

WEDNESDAY, JULY 16, 2003

HOUSE OF REPRESENTATIVES,
COMMITTEE ON GOVERNMENT REFORM,
Washington, DC.

The committee met, pursuant to notice, at 10:10 a.m., in room
2154, Rayburn House Office Building, Hon. Tom Davis (chairman
of the committee) presiding.

Present: Representatives Tom Davis of Virginia, Ose, Lewis, Jo
Ann Davis of Virginia, Putnam, Blackburn, Waxman, Kucinich,
Tierney, Ruppersberger and Norton.

Staff present: Peter Sirh, staff director; Melissa Wojciak, deputy
staff director; Keith Ausbrook, chief counsel; John Hunter and
David Young, counsels; Robert Borden, counsel/parliamentarian;
David Marin, director of communications; Scott Kopple, deputy di-
rector of communications; Teresa Austin, chief clerk; Joshua E. Gil-
lespie, deputy clerk; Phil Barnett, minority chief counsel; Michelle
Ash and Althea Gregory, minority counsels; Earley Green, minority
chief clerk; Jean Gosa, minority assistant clerk; and Cecelia Mor-
ton, minority office manager.

Mrs. DAvis OF VIRGINIA [presiding]. The committee will come to
order. I apologize for the delay. The chairman has been delayed in
another meeting. I am going to go ahead and start the hearing and
I will read his opening statement.

The fiscal year 2004 budget resolution requires each congres-
sional committee to identify waste, fraud and mismanagement in
mandatory spending programs within its jurisdiction and report
their findings to the Committee on the Budget.

Unlike discretionary programs, where each Federal agency must
justify its spending each year for the Appropriations Committee,
mandatory spending proceeds on autopilot unless the Congress
takes an active role in overseeing these programs and intervening
where appropriate. The purpose of this hearing is to examine the
mandatory programs for which this committee is responsible and
identify where these programs are vulnerable to waste, fraud and
mismanagement.

The Budget Committee, pursuant to the budget resolution, has
directed this committee to find savings of $827 million in fiscal
year 2004, $4.5 billion over the next 5 years, and $9.9 billion over
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the next 10 years. We have been directed to find these savings in
waste, fraud and mismanagement, not through changes in policy.
This will prove to be a challenging task. This is the third highest
total that any committee in the House has been asked to find.

Nearly all of the mandatory spending under this committee’s di-
rect jurisdiction consists of payments to Federal retirees—pensions,
disability and health benefits—which are administered by the Of-
fice of Personnel Management.

We have asked the Inspector General of OPM, the Honorable
Patrick McFarland, to testify today about the ongoing effort to com-
bat waste, fraud and mismanagement in these programs and to
recommend legislative changes that might further his efforts.

The Federal Employees Health Benefits Program, the retirement
programs, and the Federal Employees Group Life Insurance Pro-
gram represent OPM’s three largest programs that are within the
mandatory spending jurisdiction of this committee.

In the administration of the Health Benefits Program, the In-
spector General has identified potential savings by ending im-
proper payments by the government to carriers for claims made by
health care providers and suppliers. According to the Inspector
General, these improper payments include false claims for services
not rendered, falsified billing codes that result in higher rates of
reimbursement, illegal or unnecessary procedures for patients, and
defective pricing.

Savings in the retirement programs can be achieved by prevent-
ing erroneous payments of benefits after an annuitant’s death and
by reducing computation errors.

Chairman Davis also looks forward to hearing about the OPM In-
spector General’s initiative to utilize computer technology to de-
velop effective data warehouse and data mining techniques to more
effectively recover funds diverted through waste, fraud and mis-
management. Implementation of these applications should lead to
a more comprehensive claims auditing process, which should in
turn result in increased discovery and recovery of fraudulent over-
payments.

I believe, however, that we will have to look beyond erroneous
payments to Federal retirees in order to meet the savings target
set in the budget. This committee has a unique legislative jurisdic-
tion that allows us to look at the overall management and effi-
ciency of government operations and activities, as well as efforts to
reorganize government agencies.

We are the only committee in the House that has the jurisdiction
to address management and reorganization issues on a govern-
mentwide basis. When the budget resolution was considered in the
House, Chairman Davis received assurance from Chairman Nussle
of the Budget Committee that we would receive full credit for ad-
dressing these issues that are within our governmentwide legisla-
tive jurisdiction. Without objection, I will submit that colloquy for
the record.

[The information referred to follows:]
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We also need to accelerate the phase-
in of marginal tax rate reductions.
When you lower marginal income tax
rates, you increase the incentive to
save and work and invest, and when
you increase the incentives, you get
more savings and work and invest-
ment. If we delay this any further, we
_just postpone the beneficial effects.

In our budget, we accommodate the
President’s entire tax relief package.
Then we do something more. We do not
specify exactly what that would have
to be, but, Mr. Chairman, it would be
large enocugh to accommodate a 50 per-
cent reduction in capital gains rates,
and that would also significantly en-
courage economic growth. That kind of
capital formation is a precondition for
strong economic growrh.

On the spending side, as I said ear-
lier, ours is the only budget that
makes some real cuts in spending. On
the discretionary side, we do not cut
defense spending. We use the same
number that the President has pro-
posed and the same number that the
committee has proposed. We recognize
this ~h¥aation We recnanire that we
are at war. We do not cut homeland se-
curity funding. On the mandatory
spending side, we do not touch Social
Security at all. we make no changes.
and we do not actually cur anything in
mandatory spending, although we do
restrain the rate of growth. What we
actually do cut is in nondefense, non-
homeland security discretionary spend-

m&,{
hy is it bmportant to get this
spending under control? Because, Mr.
Chairman, total government spending
is the real measure of the burden that
the government imposes on our econ-
omy. More than deficits, more than the
debt, it is the total amount of money
that the government sucks out of the
private sector. whether it does it by
borrowing or whether it does it by con-
fiscating people’s money, that is the
measure of the misailocation of cap-
ital. We all know there are a Jot of
vital programs that have to be funded,
but on the margin we know that this
spending occurs through a political
process where Members are spending
money to try to get reelected, It is not
the allocation of capital that indi-
vidual consumers and businesses would
allocate for stronger economic growth.
The other problem with too much
spending is the enormous waste. We
have heard a discussion about that ear-
lier, but the government cannot even
account for over $17 billion in spending
in 2001. The Federal Government ac-
knowledges $20 billion in overpay-
ments. The list of ridiculous misspent
money, missing money, overpayments
is a very long and a very embarrassing
list, frankly. We are never going to
wring that waste out of government
until we impose some spending dis-
cipline.
he fact is government Federal
spending, discretionary spending. total
spending has been growing at several
times the rate of inflation. and now is
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the time to rein that in. If we cannot
rein that in now. Mr. Chairman, when
can we rein that in?

The net budgetary effects of our
budget is greater tax relief. modest
spending discipline. and as a result we
run smaller deficits for shorter periods
of time, and we get back to a balance
faster than any other budget proposal.

1 heard the Biue Dogs come down on
this floor and talk about how much
they want to balance this budget, how
quickly they want to do that. why they
want to do that. I am glad to hear that.
I took forward to their voting for our
budget because it gets to a balance
faster than any others.

The other point I would make is that
there can be no doubt that our com-
bination of lower taxes and less spend-
ing would lead to stronger economic
growth.

Mr. Chairman, 1 reserve the balance
of my time.

Mr. NUSSLE. Mr. Chairman. 1 yield 2
minutes to the distinguished gen-
tleman from Virginia (Mr. ToM DAVIS).
chairman of the Committee on Govern-
mont Refarm

irman, et m 5 b ing
the gentleman from Iowa. It is always
a tough duty to try to carry a budget
through the House.

I have a couple of questions. Can the
chairman of the Committee on the
Budget confirm that the reconciliation
instructions clarify how the Com-
mittee on Government Reform will be
credited with savings resulting from
legisiation that it submits to the Com-
mittee on the Budget?

Mr. NUSSLE. If the gentleman will
yield, the gentleman is correct.

Mr. TOM DAVIS of Virginia. Does
this language ensure that the Com-
rittee on Government Reform will re-
ceive full credic for any savings it re-
ports that are consistent with its rec-
onciliation instructions?

Mr. NUSSLE. The gentleman is cor-
rect,

Mr. TOM DAVIS of Virginia. Can the
gentleman confirm that the Committee
on Government Reform may write leg-
islation that also achieves significant
savings in discretionary programs?

Mr. NUSSLE. That is correct.

Mr. TOM DAVIS of Virginia. And can
the chairman also confirm that it is
possible to meet the savings targets
within the budget resolution without
making any changes to Federal retire-
ment annuities paid to participants in
the Civil Service Retirement System,
FERS. the Federal Employees Retire-
ment System, and the Federal Employ-
ees Heaith Benefits Program?

Mr. NUSSLE. I believe that is cor-

rect.

Mr. TOM DAVIS of Virginia. I thank
the chairman for that clarification.

Mr. SPRATT. Mr. Chairman, I yield 2
minutes to the gentleman from Mary-
land (Mr. CARDIN).

Mr. CARDIN. Mr. Chairman, my con-
stituents find it very difficult to under-
stand why at these times that we have
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economic uncertainty, that we are at
war, we have large deficits and we are
considering a reckless new tax cut.
This amendment is even worse than
the underlying bill. T oppose the under-
Iying budget. and 1 oppose this amend-
ment.

Mz, Chairman, budgets speak to
choice. What is important? I am frus-
trated with this new proposition that
every budget priority should take a
back seat to tax cuts. What is more im-
portant, funding for homeland security
or tax cuts? Fiscal respousibility or tax
cuts? Protecting Social Security or tax
cuts? Prescription drugs for our seniors
or tax cuts? Adequate funding for vet-
erans’ health and disability benefits or
tax cuts? Keeping children nutrition
programs or tax cuts? Adequate fund-
ini for education or tax cuts?

t a time that we are facing large
deficits, it seems to me that we could
find a lot better use for $1.3 triltion for
tax cuts that primarily benefit the
wealthy.

This plan digs a deeper hole in our
Federal budget. We should treat the
Federal hudoet wirh no less consider-
ation thaii we would treat our own
family home budget. This budget digs a
deep hole in our Federal budget, It cuts
vital programs that help the people in
our society we have pledged to assist,
our veterans, our children, our parents.
It puts more pressure on our States and
cities who are already under the fiscal
gun, and it shows exactly the wrong
kind of budget priorities.

Our budget should speak to our prior-
ities. We must do better. We should ap-
prove the budget resolution offered by
the gentleman from South Carolina
{Mr. SPRATT) that is more fiscally re-
spansible, provides for a modest tax cut
targeted to stimulate immediate
growth in our economy, and provides
adequate resources for prescription
drugs for our seniors, education for cur
children, and homeland defense for ail
Americans.

T urge my colleagues to vote against
the Toomey amendment and the under
lying budget resolution and support
the Spratt amendment.,

Mr. TOOMEY. Mr. Chairman, 1 yield
3 minutes to the gentlewoman from
North Carolina (Mrs. MYRICK).

Mrs. MYRICK. Mr. Chairman, I rise
today to lend my strong support to the
Republican Study Committee budget.
As chairman of the RSC. I am very
proud of this budget that we have pro-
duced, and I want to thank the gen-
tleman  from  Pennsylvania  (Mr.
TooMmEY) for all his hard work on this.
It reins in the astronomical spending
increases we have had over the past few
years and brings us back to balance in
Jjust 4 years. No other budget achieves
balance as quickly as this one does,

When [ came to Washington as part
of the revolutionary class of 1995, we
were determined and extremely serious
to balance the budget and get us back
on track, which we did. We were suc-
cessful in doing that for the first few
years, but lately we have presided over
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Mrs. DAvVIS OF VIRGINIA. We have invited the General Accounting
Office to testify about both the savings that might be achievable in
the committee’s mandatory spending and on the broader issues
where this committee may be able to play an important role. I have
asked GAO to draw from its ongoing work in its High-Risk Series
and from the work on its annual Budgetary Implications report to
address these areas.

In the case of payments to ineligible individuals that waste tax-
payer dollars and undermine benefit programs, I am hopeful that
today’s testimony will help us continue our efforts to promote gov-
ernmentwide solutions that address improper payments in govern-
ment benefit programs.

GAO will also highlight for us programs where streamlining and
consolidation can save the taxpayer money, while continuing to
provide the same Federal services. GAO Managing Director Paul
Posner will enlighten the committee on these subjects.

We will also question the witnesses about potential solutions. For
example, can we reduce posthumous payments to annuitants by re-
quiring prompt reporting of deaths, or will providing more re-
sources for the OPM Inspector General yield substantial reductions
in improper payments?

Rooting out waste, fraud and mismanagement is neither a Re-
publican nor a Democratic issue. I hope that we will work together
to identify and address areas that can reduce spending while main-
taining the benefits that our Federal employees and retirees have
earned. I welcome today’s witnesses, and I thank them for their
willingness to testify on such short notice.

[The prepared statement of Chairman Tom Davis follows:]
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Statement by Chairman Tom Davis
Government Reform Committee
Oversight Hearing on: “Cutting Out Waste, Fraud, Mismanagement,
Overlap, and Duplication: Exploring Ideas for Improving Federal
Reorganization, Management and Spending”
July 16, 2003

The Fiscal Year 2004 Budget Resolution requires each Congressional Committee to
identify waste, fraud, and mismanagement in mandatory spending programs in their
jurisdictions — and report their findings to the Budget Committee. Unlike discretionary
programs — where each Federal agency must justify its spending each year before the
Appropriations Committee — mandatory spending proceeds on auto-pilot unless the Congress
takes an active role in overseeing these programs and intervening where appropriate.

The purpose of this hearing is to examine the mandatory programs for which this
Committee is responsible and identify where these programs are vulnerable to waste, fraud,
and mismanagement.

The Budget Committee, pursuant to the budget resolution, has directed this
Committee to find savings of $827 million in fiscal year 2004, $4.5 billion over the next five
years and, $9.9 billion over the next ten years. We have been directed to find these savings
in waste, fraud, and mismanagement — not through changes in policy. This will prove to be a
challenging task. This is the third highest total that any committee in the House has been
asked to find.

Nearly all of the mandatory spending under this Committee’s direct jurisdiction
consist of payments to Federal retirees — pension, disability, and health benefits — which are
administered by the Office of Personnel Management.

We have asked the Inspector General of the OPM, the Honorable Patrick McFarland,
to testify today about the ongoing effort to combat waste, fraud, and mismanagement in these
programs and to recommend legislative changes that might further his efforts.

The Federal Employees Health Benefits Program, the Retirement Programs, and the
Federal Employees Group Life Insurance Program represent OPM’s three largest programs

that are within the mandatory spending jurisdiction of this Committee.
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In the administration of the Health Benefits Program, the Inspector General has
identified potential savings by ending improper payments by the government to carriers for
claims made by health care providers and suppliers. According to the Inspector General,
these improper payments include false claims for services not rendered, falsified billing
codes that result in higher rates of reimbursement, illegal or unnecessary procedures for
patients, and defective pricing. Savings in the Retirement Programs could be achieved by
preventing erroneous payments of benefits after an annuitant’s death and by reducing
computation errors.

1 also look forward to hearing about the OPM Inspector General’s initiative to utilize
computer technology to develop effective data warehouse and data mining techniques to
more effectively recover funds diverted through waste, frand, and mismanagement.
Implementation of these applications should lead to a more comprehensive claims auditing
process, which should, in turn, result in increased discovery and recovery of fraudulent
overpayments.

I believe, however, that we will have to look beyond erroneous payments to Federal
retirees in order to meet the savings targets set in the budget. This Committee has a unique
legislative jurisdiction that allows us to look at the overall management and efficiency of
government operations and activities — as well as efforts to reorganize government agencies.

We are the only committee in the House that has the jurisdiction to address
management and reorganization issues on a government-wide basis. When the budget
resolution was considered in the House, I received assurance from Chairman Nussle of the
Budget Committee that we would receive full credit for addressing these issues that are
within our government-wide legislative jurisdiction.

We have invited the General Accounting Office to testify about both the savings that
might be achievable in the Committee’s mandatory spending and on the broader issues where
this Committee may be able to play an important role. I have asked GAO to draw from its
on-going work in its High-Risk Series and from the work on its annual Budgetary
Implications report to address these areas.

In the case of payments to ineligible individuals that waste taxpayer dollars and

undermine benefit programs, 1 am hopeful that today’s testimony will help us continue our
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efforts to promote government-wide solutions that address improper payments in government
benefit programs.

GAO will also highlight for us programs where streamlining and consolidation can
save the taxpayer money — while continuing to provide the same federal services. GAO
Managing Director Paul Posner will enlighten the Committee on these subjects.

We will also question the witnesses about potential solutions. For example, can we
reduce posthumous payments to annuitants by requiring prompt reporting of deaths? Will
providing more resources for the OPM Inspector General yield substantial reductions in
improper payments?

Rooting out waste, fraud, and mismanagement is neither a Republican nor a
Democratic issue. 1 hope that we will work together to identify and address areas that can
reduce spending while maintaining the benefits that our federal employees and retirees have
earned.

it



8

Mrs. DAVIS OF VIRGINIA. I now recognize the distinguished rank-
ing member, Mr. Waxman, for his opening statement.

Mr. WAXMAN. Thank you very much, Madam Chair, for this op-
portunity to make an opening statement and for holding this hear-
ing on waste, fraud and abuse in the mandatory spending pro-
grams in the jurisdiction of the Committee on Government Reform.

Unfortunately, this hearing may be barking up the wrong tree.
I support eliminating fraud in programs like the FEHBP and the
pensions of Federal retirees, but the amount of funds that can be
saved in these mandatory programs is relatively small. The only
way to save large amounts from these programs is to cut people’s
health and retirement benefits, which I hope is something we will
all resist.

But there is real waste, fraud and abuse in the Federal Govern-
ment, particularly in the discretionary spending of agencies that
rely heavily on private contractors. The Inspector General of the
Department of Defense says that the Department of Defense, which
contracts out more work than any other agency, cannot account for
$1 trillion of the taxpayers’ money. Let me just repeat that state-
ment, because it is astounding. It cannot account for $1 trillion of
taxpayers’ money.

The DOD appropriation for fiscal year 2002 represents 18 per-
cent of the U.S. total budget and 48 percent of discretionary funds.
Simply linking the Department’s appropriations to the requirement
that it receive a clean audit could literally save billions.

Federal contracting is increasing at a dramatic rate. In the 6-
year period from fiscal year 1997 to 2001, contracting increased
from $213 billion to $335 billion, an increase of over 15 percent.
This administration’s focus on outsourcing Federal jobs is driving
these numbers even higher.

The Federal Government’s increasing reliance on private contrac-
tors coincides with the increasing use of abuse-prone contracting
vehicles and diminishing government oversight. These contract ve-
hicles are a confusing alphabet soup of acronyms—ID/IQ, GWACS,
and multiple award contracts—but they often spell lucrative sole-
source awards for large corporations in the Defense Department,
whose contracting budget is more than double the next nine largest
Federal agencies combined. Let me repeat that. The contracting
budget for DOD is more than double the next nine largest Federal
agencies combined.

Billions are awarded in noncompetitive contracting, most often to
companies that are favored campaign contributors, like Halliburton
and Lockheed Martin. To illustrate the problem, in 1999 the DOD
IG audited 124 randomly chosen multiple-award contracts. The IG
found that nearly half were sole-sourced. Of those that were soul-
sourced, only eight had a valid justification.

In 2001, the Inspector General’s office updated its work and
found that 72 percent were awarded on a sole-source or directed-
source basis. Injecting competition, ensuring that multiple contrac-
tors were eligible to bid on specific task orders, could cut costs to
the taxpayers by up to one-third. So if we simply allowed competi-
tion, some kind of market forces, in the awarding of these con-
tracts, we could save billions of dollars rather than choose special
companies for special contracts on a sole-source basis.
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In essence, companies like Bechtel and Halliburton are getting
sweetheart deals while we review retirement benefits of little old
ladies and that is just not right. In addition, contract oversight is
abysmal. In 43 out of the 67 cases of so-called performance-based
contracts reviewed by the DOD IG, contract offices failed to provide
adequate oversight of payments.

This would be a recipe for waste, fraud and abuse even if we had
a robust acquisition work force and adequate procurement over-
sight, but we don’t. The Federal Government’s acquisition work
force has declined 22 percent in the decade between 1991 and 2001.

External oversight is also disappearing. For example, the Depart-
ment of Defense’s Deputy Inspector General testified before this
committee in 2000, “in recent years our oversight of Defense acqui-
sitions has been severely constrained by resource shortfalls and
conflicting priorities.”

He added, “[a]udit coverage has been inadequate in nearly all de-
fense management sectors that we and the General Accounting Of-
fice have identified as high-risk areas.”

Madam Chairman, if we are serious about curbing waste, fraud
and abuse in the Federal Government, we have to stick to the old
adage, “follow the money.” Under this administration, we are pour-
ing billions into the pockets of large corporations in the name of
privatizing government. That is where we should be focusing our
resources on reducing government waste, fraud and abuse.

I yield back the balance of my time.

Mrs. DAvVIS OF VIRGINIA. Thank you, Henry.

[The prepared statement of Hon. Henry A. Waxman follows:]
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Statement of Rep. Henry A. Waxman, Ranking Minority Member
Committee on Government Reform
Hearing on
“Cutting Out Waste, Fraud, Mismanagement, Overlap and
Duplication: Exploring Ideas for Improving Organization,
Management and Spending”

July 16, 2003

Mr. Chairman, thank you for holding this hearing on waste, fraud,
and abuse in the mandatory spending programs in the jurisdiction of the

Committee on Government Reform.

Unfortunately, this hearing may be barking up the wrong tree. I
support eliminating fraud in programs like FEHBP and the pensions of
federal retirees. But the amount of funds that can be saved in these
mandatory programs is relatively small. The only way to save large
amounts from these programs is to cut people’s health and retirement

benefits, which I hope is something we will all resist.

But there is real waste, fraud, and abuse in the federal government,
particularly in the discretionary spending of agencies that rely heavily on
private contractors. The Inspector General of the Department of
Defense (IG) says that the Department of Defense, which contracts out

more work than any other agency, cannot account for $1 trillion of the
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taxpayers’ money. The DOD appropriation for FY2002 represented
18% of the total U.S. budget and 48% of discretionary funds. Simply
linking the Department’s appropriations to the requirement that it

receive a clean audit could save literally billions.

Federal contracting is increasing at a dramatic rate. In the five-
year period from FY 97 to FY 01, contracting increased from $213
billion to $335 billion, an increase of over 50%. This Administration’s

focus on outsourcing federal jobs is driving these numbers even higher.

The federal government’s increasing reliance on private
contractors coincides with the increasing use of abuse-prone contracting
vehicles and diminishing government oversight. These contract vehicles
are a confusing alphabet soup of acronyms — ID/IQ, GWACs
(pronounced G-WHACKS), and multiple-award contracts — but they
often spell lucrative sole-source awards for large corporations. In the
Defense Department, whose contracting budget is more than double the
next nine largest federal agencies combined, billions are awarded in
noncompetitive contracting, most often to companies that are favored

campaign contributors like Halliburton and Lockheed Martin.
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To illustrate the problem, the DOD IG audited 124 randomly
chosen multiple-award contracts. The IG found that nearly half were
sole-sourced. Of those that were sole-sourced, only eight had a valid
justification. In 2001, the Inspector General’s office updated its work
and found that 72% were awarded on a sole-source or directed-source
basis. Injecting competition and ensuring that multiple contractors were
eligible to bid on specific task orders could cut costs to the taxpayer by

up to one third.

In essence, companies like Bechtel and Halliburton are getting
sweetheart deals while we review retirement benefits of little old ladies.

That is just not right.

In addition, contract oversight is abysmal. In 43 out of the 67
cases of so-called “performance-based” contracts reviewed by the DOD

IG, contract offices failed to provide adequate oversight of payments.

This would be a recipe for waste, fraud, and abuse even if we had a
robust acquisition workforce and adequate procurement oversight. We
don’t. The federal government’s acquisition workforce has declined

22% in the decade between 1991 and 2001.
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External oversight is also disappearing. For example, the Defense
Department’s Deputy Inspector General testified before this Committee
in 2000, “in recent years our oversight of Defense acquisition has been
severely constrained by resource shortfalls and conflicting priorities.”
He added, “[aJudit coverage has been inadequate in nearly all defense
management sectors that we and the General Accounting Office have

identified as high risk areas.”

Mr. Chairman, if we’re serious about curbing waste, fraud, and
abuse in the federal government, we have to stick to the old adage:
“Follow the money.” Under this Administration, we are pouring billions
into the pockets of large corporations in the name of privatizing
government. That’s where we should be focusing our resources in

reducing government waste, fraud, and abuse.



14

Mrs. DAVIS OF VIRGINIA. I know I can speak for Chairman Davis
and myself that we absolutely have no intention of doing anything
to eliminate the benefits for anything for our Federal workers. I
think that was in the first part of your opening statement. And, as
you know, we are concentrating today on our mandatory spending.
And maybe Chairman Davis will be happy to do—you can talk to
him about doing a hearing on discretionary spending at another
time.

But, Mr. Ruppersberger, do you have a statement?

Mr. RUPPERSBERGER. Thank you, Madam Chairman, for calling
the hearing. The purpose of this hearing, as we know, is to produce
a report that will outline areas where the committee believes we
can save some Federal taxpayer dollars.

Today we are going to look at ways of saving Federal taxpayer
dollars, while today we are going to look mainly at mandatory
spending, and I hope that the discussion can go further and look
into waste, fraud and abuse. And I also hope that we can discuss
innovative programs and ways to save dollars, such as a program
called Gain Sharing.

I was a former Baltimore County executive. I understand how
and why government needs to reshape its thinking, its ways of
spending dollars, and how to reform its workers to get everyone in-
volved in order to make government more efficient and more cost-
effective.

Now, we have to look at ways to increase the efficiency in gov-
ernment. As county executive, we implemented this gain-sharing
program, which is an employee program, a group program, based
on frontline workers coming together and finding ways to improve
efficiency. If efficiency goes—and productivity goes up, costs goes
down, some of the employees receive remuneration. But, more im-
portantly, the frontline workers involved in the process, they be-
come shareholders. They look together at ways to make things bet-
ter. Of course, whenever there is change, people and employees, es-
pecially, especially in a big Federal Government like this where
there is a lot of distrust of administration, are concerned when you
hear reforming government.

Reforming government doesn’t always mean you have to
downsize. Prior to implementing the gain-sharing program in Balti-
more County, we ensured our county employees that if there was
going to be any outsourcing, they would have the opportunity to
compete; and second, they would be given the tools and the re-
sources, which a lot of times is not done in big bureaucracies, to
compete against a private company’s proposal.

And with that goal in place, and to save taxpayers dollars—our
employees went to work and, you know, our employees always beat
out the private companies. They were innovative. They were ener-
getic, and they became a part of the team. Management and em-
ployee relationships improved. But everyone has to remember that
in order for government to save dollars, everyone needs to be in-
volved from top to bottom, including frontline workers. Everyone
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needs a goal, and most importantly, they need the tools and the
equipment to reach these goals.

I look forward to hearing your testimony.

Mrs. DAVIS OF VIRGINIA. Thank you, Mr. Ruppersberger.

[The prepared statement of Hon. C.A. Dutch Ruppersberger fol-
lows:]



16

Statement of Congressman C.A. Dutch
Ruppersberger
Hearing Government Reform
July 16, 2003
“Cutting out Waste, Fraud, Mismanagement, Overlap
and Duplication”

Mr. Chairman, thank you for calling this hearing on
the committee’s obligation to meet the FY’04 budget
resolution directives. The purpose of this hearing is
to produce a report that will outline areas where the
committee believes we can save some federal tax
payer dollars.

Today we are going to look at ways of saving federal
tax payer dollars. While today we are going to look
mainly at mandatory spending, I hope that the
discussion can go further and look into waste, fraud,
abuse, and I hope that we can discuss innovative
ways to save dollars, such as Gainsharing.

As the former Baltimore County Executive I do
understand how and why government needs to
reshape its thinking, its ways of spending dollars, and
how to reform its workers to get everyone involved in
order to make government more efficient and more
cost effective.
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I know there are many people in this room who have
strong concerns and reservations about reform and
ways to change, but I want to again tell you it can
work.

As County Executive we implemented a Gainsharing
program. When we did this many of our labor groups
opposed the idea, because they saw it as outsourcing.
I assured them that they would have a chance to
compete and that they would have the tools to
compete against a private company’s proposal.

With the goal in place of saving county taxpayer
dollars our employees went to work, and do you
know what, the county government employees
always beat out the private companies. They were
innovative, they were energetic, and they became part
of the team. But everyone has to remember that in
order for government to save dollars, everyone needs
to be involved. Everyone needs a goal and most
importantly they need the tools and equipment to
reach those goals.

I look forward to the testimony and I look forward to
hearing from the witnesses.
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Mrs. DAVIS OF VIRGINIA. Are there any other Members who have
an opening statement?

Members may have 5 legislative days to submit opening state-
ments for the record.

[The prepared statement of Hon. Adam H. Putnam follows:]
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Statement
Rep. Adam H. Putnam

House Government Reform Committee

Full Committee Hearing
“Cutting Out Waste, Fraud, Mismanagement, Overlap and Duplication: Exploring
Ideas for Improving Federal Reorganization, Management and Spending”

July 16, 2003

Mr. Chairman, I appreciate the Committee holding this hearing today to examine ways of
eliminating waste, fraud and abuse in the federal government, and I commend you for
your leadership in this area. Ialso want to thank the members of the witness panel for

appearing today.

As Chairman of the Subcommittee on Technology, Information Policy,
Intergovernmental Relations and the Census, I have held 12 hearings in the past four
months, focusing primarily on the President’s Management Agenda and E-Gov initiative.
In the course of these hearings, we have seen countless examples of redundant and
wasteful expenditures; from redundant geospatial information expenditures that the OMB

estimates at upwards of $2 billion, to the Defense Financial and Accounting Service

(DFAS) walking away from a business project after spending 4 to 7 years and $126
million, only to find the project didn’t perform to spec and costs were going through the

roof.

And this is only the tip of the iceberg.

Congress — primarily through this Committee — must continue to examine ways to make
government work better, faster, and cheaper. The President’s Management Agenda is
attempting to streamline the federal bureaucracy and could provide substantial savings
through the consolidation of duplicative systems. The greatest challenge to effecting

these changes is not monev. nor is it technoloev: we must chanee the existing culture in
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our federal departments and agencies, which currently cannot (or will not) share

information with their fellow government employees.

We must look at every government program for savings. In working with the Census
Bureau, we are looking at ways in which to reengineer the 2010 Census, which could
have cost savings of approximately $1 billion to the American taxpayer as compared to

repeating the methodology of the 2000 Census.

I look forward to hearing from our witnesses and discussing the opportunities to
effectively recover waste, fraud, and abuse in the federal government. You can be sure
that the Technology Subcommittee and its members will continue our efforts to

streamline the bureaucracy and realize substantial savings to the taxpayer.

Thank you.
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Mrs. DAVIS OF VIRGINIA. Our witnesses today are, and I appre-
ciate the patience from all four of you, the Honorable Patrick E.
McFarland, Inspector General, Office of Personnel Management.
Accompanying Mr. McFarland are Dennis K. Black, Deputy Assist-
ant Inspector General for Audits; and Norbert E. Vint, Assistant
Inspector General for Investigations; Paul L. Posner, Managing Di-
rector for Federal Budget and Intergovernmental Relation Issues,
Strategic Issues, from the General Accounting Office.

It is the policy of this committee that all witnesses be sworn in
before they testify, so if you would please rise and raise your right
hands.

[Witnesses sworn.]

Mrs. DAVIS OF VIRGINIA. Please be seated. And we are now joined
by the Chair. We will go ahead and start.

I would like to thank our witnesses for taking the time from
their busy schedules to appear before us today. I would like to rec-
ognize—first we will start with you, Mr. McFarland.

STATEMENT OF PATRICK E. McFARLAND, INSPECTOR GEN-
ERAL, OFFICE OF PERSONNEL MANAGEMENT, ACCOM-
PANIED BY DENNIS K. BLACK, DEPUTY ASSISTANT INSPEC-
TOR GENERAL FOR AUDITS, OFFICE OF PERSONNEL MAN-
AGEMENT; AND NORBERT VINT, ASSISTANT INSPECTOR
GENERAL FOR INVESTIGATIONS, OFFICE OF PERSONNEL
MANAGEMENT

Mr. MCFARLAND. Chairman Davis and members of the commit-
tee, thank you for giving me the opportunity to testify on our suc-
cesses in fighting waste, fraud and abuse in mandatory programs
of the U.S. Office of Personnel Management, and our strategy to in-
crease our effectiveness in the future.

As you noted in your invitation for my testimony, your commit-
tee’s mandatory spending jurisdiction includes payments for civil
service employees’ annuities for health benefits, retirement and life
insurance. Accordingly, my testimony will highlight our recent ef-
forts and future plans to achieve cost savings and initiate new
ways to attack waste, fraud and abuse, particularly with regard to
the Federal Employees Health Benefits Program [FEHBP].

We recognize that oversight of the retirement and insurance
trust funds administered by OPM is, and will remain, our most sig-
nificant challenge. These trust funds are among the largest held by
the U.S. Government. Their assets totaled $619 billion in fiscal
year 2002. Their revenue was $79 billion, and their annual pro-
gram and operating expenses were $104 billion. The amounts of
their balances are material to the integrity of the government’s fi-
nancial position. I continue to allocate the vast majority of my of-
fice’s efforts and resources to trust fund oversight and to apply new
technology and strategies to recover fund losses.

Audits and criminal investigations of the OPM-administered
trust fund programs and commitments by program management to
recover funds have resulted in significant financial recovery to the
trust funds. In fiscal year 2002, these recoveries and commitments
totaled approximately $116 million. This equates to approximately
$12 of positive financial impact for each direct OIG program dollar
spent. In addition, my office’s audits and criminal investigations
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provide a significant deterrent against future instances of waste,
fraud and abuse.

Our success is best illustrated by a recent, high-profile settle-
ment of a case negotiated by the Department of Justice, which was
dependent on the work of our auditors and criminal investigators
amounting to almost $64 million. In this case against PacifiCare
Health Systems, the government alleged health plans owned by
PacifiCare overcharged the FEHBP by charging premiums substan-
tially higher than it charged to employee groups in the private sec-
tor similar in size to the FEHBP, contrary to OPM rating instruc-
tions.

Starting in early 1999, our auditors’ and criminal investigators’
involvement in this case intensified after a former plan employee
brought a qui tam suit, and we performed five additional audits of
PacifiCare. The process required a relentless focus on detail, involv-
ing analysis of highly complex information provided by PacifiCare
over an extended period of time.

The Government and PacifiCare settled the case last year for $87
million, with approximately $64 million being returned to the
FEHBP. This was the largest settlement amount ever paid by a
carrier in the FEHBP.

We have made significant recoveries through our responsibility
under the FEHBP to audit the carriers for the purpose of identify-
ing funds improperly paid to them under their contracts with OPM.
In dealing at the insurance carrier level, I would classify these im-
proper payments primarily as waste of government funds rather
than as fraud or abuse. Such improper payments occur from poor
coordination of benefits with Medicare, duplicate payments, and
paying amounts larger than the covered benefit permits.

OPM is justifiably proud of operating the FEHBP programs with
relatively small amounts of waste. While we estimated improper
payments amounting to about $160 million in fiscal year 2002, not
an insignificant figure, this constitutes less than 1 percent of
FEHBP premiums paid.

Another serious area of waste as well as fraud and abuse within
the FEHBP is in the rate-setting process for community-rated
health benefit carriers. This occurs when the FEHBP does not re-
ceive the same discount that a carrier gives to other large groups
similar in size to the FEHBP.

We have developed a new approach referred to as a rate rec-
onciliation audit, which differs in that these audits are performed
prior to the settlement of the final rates with OPM. These rate rec-
onciliation audits have resulted in significant dollar savings to the
FEHBP. Since inception in 1986, we have completed a total of 119
rate reconciliation audits that identified over $64 million in over-
charges to the FEHBP. I am pleased to say that in the last couple
of years the noncompliance rate has dropped from 70 percent to ap-
proximately 40 percent of the carriers.

The largest amount of FEHBP fraud and abuse occurs at the
health care provider or supplier level. Adding to our difficulty in
estimating the extent of provider fraud is the indirect nature of
OPM’s contractual relationship with health care providers. They
are not government contractors or subcontractors, and only have
such relationships with the carriers. Therefore, my criminal inves-
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tigators respond to allegations of provider fraud or abuse or irreg-
ularities detected through our audits or through criminal investiga-
tive sources. I do not have authority to audit health care providers
generally. However, OPM is seeking contractual changes to provide
audit authority for the very largest providers, such as pharmacy
benefit managers, to better detect what I believe is significant and
substantial waste, fraud and abuse in the FEHBP.

While my office focuses primarily on waste, fraud and abuse in
the FEHBP, we also guard against it in the retirement programs,
including both the Civil Service Retirement System, and the Fed-
eral Employees Retirement System. The retirement program has
an erroneous payment rate of less than one-half of 1 percent of
payments made, or about $100 million in fiscal year 2002. Most of
the erroneous payments are the result of computation errors identi-
fied and corrected by the agency itself. However, there is other
waste, fraud and abuse within the retirement program, notably the
failure of next of kin to notify OPM of any annuitant or survivor’s
death, resulting in improper continuation of retirement program
payments.

OPM has tried to eliminate the erroneous payments by routinely
performing computer matches using OPM’s annuity rolls and the
Social Security Administration death records.

We assist the agency by proactively reviewing retirement pro-
gram annuity records for any type of irregularity, such as reaching
an excessive age. If we discover an irregularity, we conduct inde-
pendent queries with other data bases to determine if annuitants
are deceased. We will continue as necessary and as our resources
permit to verify annuitant status, including onsite visits.

My office has embarked on an initiative to greatly improve the
efficiency and effectiveness of our audits relating to the FEHBP,
combining the use of affordable computer technology with our ex-
pertise in health benefit analysis. The goal is to develop a data
warehouse, employ programwide review strategies and ultimately
implement sophisticated data mining techniques to thoroughly ana-
lyze FEHBP health benefit payments. We envision that this data
warehouse/data mining project will significantly increase our abil-
ity to highlight trends of potential health care fraud in the FEHBP.
The project will also provide our criminal investigative staff with
the ability to react quickly to investigative leads.

Using the data warehouse concept, we are able to analyze claims
on a global rather than on a plan-by-plan basis. These user-friend-
ly, computer-assisted audit techniques have standardized the audit
process, while allowing our auditors the necessary flexibility to ad-
just the applications to the specific requirements of their assign-
ment. By empowering our auditors to complete more routine com-
puter analyses, our computer specialists in turn are free to con-
centrate on more complex issues.

This completes my opening statement, and we are certainly
pleased to respond to any and all questions.

Chairman Tom DAVIS [presiding]. Thank you very much.

[The prepared statement of Mr. McFarland follows:]
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TESTIMONY OF
HONORABLE PATRICK E. McFARLAND, INSPECTOR GENERAL
UNITED STATES OFFICE OF PERSONNEL MANAGEMENT
BEFORE THE
HOUSE COMMITTEE ON GOVERNMENT REFORM
ON
EFFORTS TO FIGHT WASTE, FRAUD AND ABUSE

IN MANDATORY PROGRAMS OF THE
U.S. OFFICE OF PERSONNEL MANAGEMENT

JULY 16, 2003

Mr. Chairman, Ranking Member and Members of the Committee.
Thank you for giving me the opportunity to testify on our successes in
fighting waste, fraud and abuse in mandatory programs of the U.S. Office of
Personnel Management (OPM) and our strategy to increase our effectiveness
in the future. At a time in which there are so many competing demands on
the federal budget, we join every taxpayer in concerns over whether funds
available for mandatory federal programs are being utilized in the most
efficient and effective manner. We are all concerned in identifying existing
problem areas and the actions being taken to eliminate or reduce them. As

you noted in your invitation for my testimony, Mr. Chairman, your
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Committee’s mandatory spending jurisdiction includes payments for civﬂ
service employees’ annuities for health benefits, retirement and life
insurance. You recognized my Office’s responsibility to identify and
eliminate problems in those three areas. Accordingly, my testimony will
highlight our recent efforts and future plans to achieve cost savings and
initiate new ways to detect waste, fraud and abuse, particularly with regard
to the Federal Employees Health Benefits Program (FEHBP). You
expressed interest in our use of new computer technology in the
development of effective data warehouse and data mining techniques to
more effectively recover misspent funds by carriers in the FEHBP, and I will
be pleased to highlight these initiatives during this testimony.

We recognize that oversight of the retirement and insurance trust
funds administered by OPM is, and will remain, our most significant
challenge. These trust funds are among the largest held by the United States
Government. Their assets totaled $619.2 billion in fiscal year 2002, their
revenue was $79.2 billion, and their annual program and operating expenses
were $104.0 billion. The amounts of their balances are material to the
integrity of the government’s financial position. [ continue to allocate the
vast majority of my Office’s efforts and resources to trust fund oversight and

to apply new technologies and strategies to recover fund losses.

3%
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Outlays from the OPM retirement trust fund are made in the form of
payments to millions of annuity recipients. The health insurance trust fund
provides payments to approximately 240 health insurance plans nationwide.
In turn, the health insurance carriers pay millions of claims for services filed
by their enrollees and health care providers. We are obligated to federal
employees and annuitants to protect the integrity of their earned benefits.
We accomplish this through our audit and criminal investigative work,
thereby reducing losses due to waste, fraud and abuse and recovering
misspent funds whenever possible.

Audits and criminal investigations of the OPM administered trust fund
programs and commitments by program management to recover funds have
resulted in significant financial recoveries to the trust funds. In fiscal year
2002, these recoveries and commitments totaled approximately $116.0
million. This equates to approximately $12 of positive financial impact for
each direct OIG program dollar spent. In addition, my Office’s audits and
criminal investigations provide a significant deterrent against future
instances of waste, fraud and abuse.

Our successes are best illustrated by two recent, high profile
settlements negotiated by the Department of Justice (DOJ), which were

dependent on the work of our auditors and criminal investigators, who

V5]
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provided the data and expertise necessary to justify recoveries for the trust
fund amounting to almost $70 million.

In the PacifiCare Health Systems case, the Government alleged health
plans owned by PacifiCare and its predecessors, primarily FHP International
Corporation, overcharged the FEHBP between years 1990 and 1997 through
charging premiums substantially higher than it charged to employee groups
in the private sector similar in size to the FEHBP, contrary to OPM’s rating
instructions. The nucleus of the case centered around five audits conducted
in 1997 by my Office of the FHP plans. The joint efforts of my auditors and
criminal investigators confirmed the violation, and, because of our concern
over the plans’ rating practices, we forwarded the audit reports to the DOJ
for review,

In late 1998, a former FHP employee filed a false claims complaint
with the DOJ against PacifiCare under the qui tam provisions of the False
Claims Act. This Act allows a private party, known as a relator, to file an
action on behalf of the United States and receive a portion of the proceeds if
successful. The employee alleged that PacifiCare and FHP, in violation of
federal regulations, had knowingly overcharged the FEHBP by not giving it
discounts received by similarly sized commercial groups served by

PacifiCare and FHP. Five other audits of PacifiCare and FHP health plans,
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conducted before and after the referred audits, were subsequently folded into
the case.

Starting in early 1999, our auditors’ and criminal investigators’
involvement in this case intensified. In particular, they spent a considerable
amount of time working with DOJ attorneys in analyzing and responding to
PacifiCare’s defense of the audit findings and allegations contained in the
qui tam complaint. The process required a relentless focus on detail,
involving analysis of highly complex information provided by PacifiCare
over an extended period of time.

The government and PacifiCare settled the case last year for $87.3
million, with approximately $63.9 million being returned to the FEHBP.
This was the largest settlement amount ever paid by a carrier in the FEHBP.

The second case involved what was then the nation’s largest hospital
chain, Columbia/HCA Healthcare Corporation, now known as HCA.
Former employees of HCA filed a qui tam suit against HCA. After a five-
year iﬁvestigation we conducted with the DOJ and other federal and state
law enforcement agencies, the government joined the suit and alleged HCA,
Inc. conspired to defraud hundreds of millions of dollars from Medicare,
TriCare, the FEHBP and other government health insurance programs.

My Office focused on allegations relevant to the FEHBP and

w
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discovered that HCA billed for outpatient laboratory tests that were not
medically necessary or not ordered by physicians. They also falsified
diagnostic codes through upcoding. Upcoding is, a term describing when
treatment codes are changed to reflect some type of high-end service not
performed to gain greater reimbursement from insurance companies. The
government’s recovery from HCA and related cases was approximately $1.7
billion. The FEHBP portion of the settlement was $5.8 million in restitution
and an additional $2.5 million in interest. Although it was a small portion of
the government’s total recovery, it represented FEHBP’s largest recent
recovery from a single health care provider.

Of course our interest goes beyond monetary concerns. While
providers take such actions as filing false claims to increase their billing,
their fraud sometimes goes beyond just financial consequences. Following
are three examples of investigations conducted by my Office’s criminal
investigators that involve threats to the physical and emotional health and
safety of FEHBP enrollees and their families:

¢ In the first case, an FEHBP patient went to a provider for treatment of
cold symptoms. As part of a “to bill for services not rendered”
scheme, the provider indicated to the carrier that he was treating the

patient for lumps in her breasts. As part of our investigation, we
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interviewed the patient and went over the billing submitted by the
provider. When we told her that the provider had indicated that he was
treating her for lumps in her breast, she stood up and became
extremely emotional, and with the help of her husband was able to
continue the interview. She explained that the reason for her stress
and emotional state of mind was that she had had a double
mastectomy 16 years earlier. The physician was found guilty in April
2003 on forty-nine counts of health care fraud, conspiracy to commit
health care fraud, aiding and abetting, and mail fraud.
Secondly, an FEHBP patient underwent an angiogram and angioplasty
by a cardiologist. In an angiogram, a flexible catheter or tube is
inserted into an artery, usually in the groin area, and guided through
the arterial system to the heart and into the coronary arteries to
determine the degree of arterial blockage. Angioplasty involves using
a balloon-tipped catheter to gently compress material blocking the
coronary artery to allow for improved blood flow through the artery.
Through our on-going investigation it appears that these procedures
were performed unnecessarily. The cardiologist is also under
investigation by state law enforcement authorities and the state

Medicaid Fraud Contro} Unit. The investigation involves negligent
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homicide in which three Medicaid patients died as the result of the
same procedures that were performed on the FEHBP patient.
Thirdly, we are investigating allegations recently referred by an
FEHBP carrier that a federal employee had fraudulently obtained
excessive amounts of anabolic steroids and drugs used to treat AIDS
patients costing the FEHBP over $300,000. Preliminary information
indicates that the federal employee obtained over five hundred
prescriptions during the last several years, which is as much as fifty
times the Food and Drug Administration’s approved dosage. It
appears that some of the prescriptions may have been forged using a

physician’s name.

Measures to Further Limit Improper Payments to Carriers

We have made significant recoveries through our responsibility under

the FEHBP to audit the carriers for the purpose of identifying funds

improperly paid to them under their contracts with OPM. In dealing at the

insurance carrier level, I would classify these improper payments primarily

as waste of government funds rather than as fraud or abuse. At this level,

OPM is justifiably proud of operating programs with relatively small

amounts of waste. While improper payments amounting to about $160

million in fiscal year 2002 are not an insignifica